Foreign Economic Trends 
~— and Their 
mplications for the 
“United States 


ont orca, 


we * Oty 
: 4, 
Zs % 
nn 
x 
% st 
ca. 


a 


Staves oF" 


Prepared by the U.S. Foreign Service, U.S. Department of State, and released by the U.S. Department of Commerce, 
Domestic and International Business Administration, Bureau of International Commerce 


FET— 75-019A 


APRIL 1975 


Frequency: Annual American Embassy 
Supersedes: FET 75-019 SAN JOSE 


COSTA RICA 


TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 
SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50 Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151. 





ae 
KEY _ECONOMIC_INDICATORS 


All values in millions of U.S. dollars All data below are calculated at the 
unless otherwise indicated. official selling rate of $1.00 = %8.60. 


Prelim. % Change 
1972 1973 1974 (2) 74/73 

INCOME, PRODUCTION, EMPLOYMENT 

GNP at current prices 925.9 1125.4 N.A 22% (73/72) 

GNP at constant (1970) prices 793.8 N.A. (5) N.A.(5) 

Per capita GNP, current 520 625 N.A 

Index of industrial electricity 


consumption (10/1955=100) 1047.54 1242.97 1386.6 12% 


20% (73/72) 


MONEY AND PRICES 
Money supply 
Net credit of banking system 
External public debt outstanding 
Central Government 
Banking System 
Other Public Sector 
Wholesale price index 
(1966 = 100) 


225.6 248.0 (3) 18% 
368.2 487.2 (3) 35% 
289.4 406.6 LOY, 
109.1 160.6 47%, 
70.0 95.0 36% 
110.3 151.0 37% 
177.6 217.12 (4) 4e% 
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BALANCE OF PAYMENTS AND TRADE 


Net foreign reserves (year end) 43.0 60.3 38.5 -53% 
Balance of payments, current 
account -91.9 -120.8 -270.0 +1 24% 
Tota! exports, FOB 280.9 350.4 425.0 21% 
to U.S. Li32 115.3 140.0 21% 
U.S. % share, exports 40% 33% 33% - 
to CACM 51.4 71h 105.3 48% 
Total imports, CIF 372.8 471.2 695.0 LBY, 
from U.S. 123.0 160.1 240.0 50% 
U.S. % share imports 33% 34%, 35% +1% 
from CACM 79.5 83.7 113.0 35% 


(1) Data for 1972 and 1973 is not comparable to that in previous editions of 
this report because $ values have been adjusted to reflect the new unified 
exchange rate that took effect April 1, 1974. 


(2) Full year data is preliminary unless otherwise noted. Trade statistics 
are American Embassy estimates projected from ten month data. 


(3) Data as of 10/31/74. 
(4) Data as of 11/31/74. 


(5) Constant GNP data has not been calculated by the Government since 1972. 
Embassy estimates of real growth are 4% for 1973 and 4% for 1974. 





Summary 


Economic activity in Costa Rica was maintained at a high level during 
the first half of 1974, despite the heavy burden of vastly increased 

oil prices. The economic expansion was led by the construction industry 
but virtually all sectors participated. Wholesale and retail sales were 
high and the imports were at exceptionally high levels. The first half 
of 1974 was also a period of exceptional inflation with wholesale prices 
rising to levels 42% above the comparable period of 1973. 


By mid year, the expansion and its associated high level of imports were 
becoming unsustainable in a balance of payments sense, and the Govern- 
ment was forced to take restrictive measures beginning in September. 
Consequently the final months of 1974 were a period of retrenchment. 
Credit restraints were imposed to reduce imports, and interest rates 
were increased and partial exchange controls imposed to stop capital 
flight and to encourage the inflow of capital from abroad, These 
restrictive measures reinforced a decline in the level of economic 
activity that was already becoming evident during the last several 
months of 1974, 


The outlook for 1975 is for a leveling off or decline in economic activity. 

The Government has had to take further severe measures to protect its 

balance of payments position, notably high consumption taxes, varying from 

50% to 100%, on imports. The strong measures which were needed to deal 

with the balance of payments problem are likely to reinforce the tendency 
toward economic decline that appeared toward the end of 197 with the result 
that economic growth which was about % in real GNP in 197) may be nil in 1975. 
Current Economic Situation and Trends 
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Domestic Economy 


Costa Rica's most serious domestic economic problem in 1974 was infla- 
tion. The four-fold increase in oi] prices decreed by OPEC countries 
increased Costa Rica's oil] bill by about $30 million and also caused 
large increases in prices of many other goods which were either made 
from petroleum (fertilizers, chemicals, etc.) or were affected by the 
increased power costs caused by oil price increases. Overall, approx- 
imately 40 percentage points of the 59 percent increase in Costa Rica's 
imports during 1974 were attributable to higher prices of imported items. 





The Government mainly succeeded in 1974 in insulating the poorest 
elements of the economy from the 42% rise in prices but the middle 
class was hit hard by inflation. The lowest paid workers were 
given wage increases on April 1, 1974 amounting to 41%, whereas 
food items, which make up a large portion of their expenditures, 
rose in price by less than other items. Government figures show 
that the cost of a model diet for a low income family increased 

by only 22% during the 12 months ending September 1, 1974. Middle 
class families, on the other hand, whose wages and salaries in- 
creased by only 10% to 25% in 1974, as purchasers of the whole 
range of goods that make up the wholesale price index, felt the 
full force of Costa Rica's 40% inflation, 


Most Costa Ricans will be adversely affected by large tax increases 
in 1975. The consumption tax on durable goods will hurt those who 
cannot postpone purchases of such items until the balance of payments 
has improved enough to permit removal of the tax. The general sales 
tax has been increased from 5 percent to ® percent, and a 2 percent 
tax (that will rise to 5 percent by 1978) has been imposed on pay- 
rolls. The sales and payroll taxes are to provide revenue for a new 
"family allowances'' law that will provide cash payments, food, and 


medical and social services to the poorest element of society. Nar- 
rowing the income gap would fulfill a campaign pledge of the Oduber 
Government, but some? HAESY¥ FHA whether the economy can afford, at 
this time, the additional tax burden and the negative impact on 
employment of the new taxes. 


Budget 


The Government budgetary situation was less difficult than expected 
in 1974 because receipts from customs taxes and income taxes 
increased more rapidly by inflation than Government expenditures. 
Nevertheless, the Government ran an estimated $60 million budgetary 
deficit that contributed to inflationary pressures. The total 
budget in 1974, including supplementals, was $280 million. 


Trade and Payments 


Costa Rica enjoyed a very favorable year in 1974 for its exports, 
which increased by about 23 percent to a record level of an estim- 
ated $425 million. Earnings on all of its traditional exports -- 
coffee, bananas, beef, sugar, and cocoa -- increased and exports 
of manufactures, mainly to other Central American common market 
countries, increased markedly. 1974 was a particularly good year 
for coffee and sugar exports. The Embassy expects further gains 
in exports in 1975 but only by about 16% as compared to the 23% 
gain in export value in 1974. Sugar earnings are expected to show 





the largest increases in 1975, but bananas will also show gains, accord- 
ing to the Embassy projections in the following table of major exports 
for 1973, 1974 and 1975: 

EXPORTS OF MAJOR PRODUCTS 


Estimated Projected Percent Change 
1974 1975 Est. 1974 Proj. 1975 


Coffee 


Value ($ million) ; 120.0 
Vol. (000 metric tons) i 82.5 


Bananas 


Value ($ million) 96.2 92.5 118.5 
Vol. (000 metric tons) 1171.8 1030.0 1185.0 


Beef 


Value ($ million) 31.6 34.5 30.9 
Vol. (000 metric tons) 20.4 26.0 26.0 


Sugar 


Value ($million) 13.6 ; 75.0 
Vol. (000 metric tons) 112.1 73.6 100.0 


Costa Rica's imports (by dollar value) increased by a striking 56 percent 
in 1974, of which some 19 percentage points represented a rise in the 
volume of imports and the other 40 represented a rise in price. The total 
estimated value of imports was $695 million. 


Of the 19 percent increase in the volume of the imports that occurred in 
1974, a substantial portion was due to excessive buildups of inventories by 
local firms during the first nine months. This excessive buildup of inven- 
tories was mainly a response to inflation, as manufacturers and importers, 
who saw prices rising continually, over purchased in relation to their needs 
in expectation of the continuation of rapid price increases. In actuality, 
the price of imports tended to level off in the last half of 1974, and 
sales were cut back by Government restrictive measures, leaving many manu- 
facturers and importers with vastly excessive inventories. 


Reserves 


Costa Rica's reserves fell sharply in 1974 mainly because of the 56 percent 





increase in imports and the consequent increase in the trade deficit 

to some $270 million. The effects of the trade imbalance were ampli- 
fied by an outflow of capital at mid year, apparently caused by an 
attempt to maintain interest rates on bank deposits at too low a level 
as compared to world market rates. After banks were permitted to in- 
crease interest rates in September, and the Government adopted a pro- 
gram to restrain imports, Costa Rica's reserve situation improved. Net 
reserves, which were only $21 million at the low point of the balance 
of payments crisis in September 1974, had recovered to $38.5 million by 
the end of 1974. They had been $60.3 million at the end of 1973. 


The Impact of the Energy Crisis 


Costa Rica is suffering greatly from the fourfold increase in oil prices 
imposed by the OPEC oi! cartel in 1973-74. The direct effects such as 
higher gasoline prices and increased electric bills were immediately 
obvious to all, but generous pay increases given to Costa Rican workers 
masked or softened for a time the effects of sharp rises in the prices 
of most other imports that resulted from the worldwide inflation fueled 
by the OPEC action. However, Costa Rica's balance of payments was not 
strong enough to insulate the populace for long, and the living standard 


of the average Costa Rican has now been reduced by high prices, by credit 
restrictions, and by 50-100 percent taxes on consumption that became 
necessary to restore the payments imbalance caused by the direct and in- 
direct effects of the OPEC action. 


The balance of payments effect of high oil prices will mitigated somewhat 
in 1975 by a scheme under which Venezuela will lend back to Costa Rica, 

for development purposes, roughly forty per cent of what it pays for crude 
Oil importse This will be a major assist, but it foes not come close to 
redressing the loss that Costa Rica has suffered, along with other coun- 
tries, as a result of excessive oil prices- The net result of the Venezuelan 
scheme is that Costa Rica will still pay over three times as much for its 
crude oil, but it will have to pay only part of the increase nowe The long 
run effects of the scheme will only be beneficial for Costa Rica if it 
invests the funds wisely enough to earn more than enough income and foreign 
exchange to repay the 8 percent interest and the principal sum. If it does 
not, Costa Rica will have an increased foreign debt burden and the problem 
of earning additional foreign exchange to service it. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


The United States is Costa Rica's most important trading partner and has 





provided in recent years a one-third share of Costa Rica's imports. 
During the first three quarters of 1974, the U.S. market share held 
steady as total imports increased sharply. Imports from the U.S. 
for the nine months were $170.8 million, 7 percent more than for the 
full year 1973. U.S. sales to Costa Rica in 1975 are expected to 
continue at a high level but import restraints, perhaps imposed for 
balance of payments reasons, are expected to hold total imports to 
about the 1974 level. 


Trade opportunities in 1975 will be particularly attractive in cap- 
ital goods, construction equipment, electrical power generation 
equipment, communication systems and equipment. The credit controls 
established in November and 50-10@éconsumption taxes imposed in 
January 1975, which are directed mainly at non-essential consumer 
goods, will no doubt reduce imports of such items as automobiles, 

home electrical appliances, Hi-fi equipment, televisions, radios, etc. 


Costa Rica also offers an expanding market for U.S. agricultural com- 
modities. In 1973, U.S. agricultural exports to Costa Rica were 
valued at $20.3 million, 81 percent more than during the previous 
year and increased a further 37 percent during the first 10 months 

of 1974. Wheat remains the leading commodity ($8.7 million in 1973), 
but imports of animal feeds and supplements are increasing ($5.4 
million in 1973). The country is short of proteins and what little 
that is produced goes for human use and increasing imports of animal 
feeds will be needed to support the expanding livestock sector. 
Livestock for breeding are another important import ($1.5 million in 
1973), and although the quality of the local herd far exceeds those 
of any other country of Central America, the local breeders will con- 
tinue to purchase high quality U.S. breeding stock for further herd 
improvement and to increase the efficiency in the growth of the local 
animals. Some consumer food items are also imported from the U.S., 
notably deciduous fruits and fruit juices. 


A developing local food processing industry offers an oppertunity for 
the sale of food processing and packaging equipment, 


Major infrastructure projects will also provide opportunities for 
U.S. exporters: 


1, The Arenal Dam - A 135,000 kilowatt hydroelectric project in 
Northern Costa Rica which will cost $91 million, of which the 
Interamerican Development Bank will provide $50.5 million. 
The loan was approved in November 1974 and construction is 
underway. 





The Port of Caldera - A new Pacific seaport which will be 
financed by a loan from Japan. Preliminary work is now being 
done on the site, 


The proposed Boruca Dam and Aluminum Project - This is a 
project under negotiation between the Costa Rican Government 
and ALCOA, A Norwegian consulting firm, Norconsult, is 
advising the Government on its feasibility. 


Investment Climate 


No change is expected in Costa Rica's favorable investment climate 
which is based on constitutional guarantees, political stability, 
respect for the law and private property, an independent judiciary, 
and support by the Government for investments that contribute to 
the economic well being of the country. Approved foreign invest- 
ments are exempted from exchange controls, designed to prevent 
"speculative'' capital outflows, in order that dividends, interest 
and principal may be repatriated, 


There is growing sensitivity in Costa Rica concerning large-scale 


land purchases by foreigners, especially for speculative purposes 

or for non-productive uses. Squatters are also a problem in some 
areas both for foreign and for Costa Rican land owners. Retired 
Americans who wish to settle in Costa Rica continue to be welcomed 
and may buy homes freely, but legislation is under consideration 

that would attempt to prevent abuses of ''pensionado'' (retired person) 
status. 


Government policy on minerals investment appears to be under review. 
Basic decisions that will be taken on proposed projects for aluminum 
and copper development will make clear the direction of Government 
policy in this important developmental area. 


Investments in new hotel construction and tourist-oriented projects 
are likely to be at record levels during the next few years. 
Encouraged by a 23% increase in tourist revenue ($33 million) re- 
corded for the 12 months ending in October 1974, investors are plan- 
ning several new hotel projects. By the end of 1975, Costa Rica 
will have a new luxury type international hotel, and at least two 
others are planned for 1976. However, the deepening recession in 
the U.S. may impede the expansion of tourist travel to Costa Rica 

in the winter 1975 season, which could cause delays in expansion 
plans for new tourist facilities. 








